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(B) CIRCULAR AIRGRAM 3590, DATED 20 JULY 76 TO POSTS 
RE NEW LEGISLATION. 

1 . AUSTRALIAN SENSITIVITY TO ALLEGED "PREFERRED STATUS OF 
NATO" (REF A) UNDER CURRENT ARMS EXPORT CONTROL ACT PRO- 
VISIONS HAS SOME BASIS IN FACT, BUT UNDOUBTEDLY HAS BEEN 
FED BY ONLY PARTIAL UNDERSTANDING OF PROVISIONS OF COMPLEX 
LEGISLATION PASSED EARLIER THIS YEAR. 
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2. THE INTERNATIONAL SECURITY ASSISTANCE AND ARMS EXPORT 
CONTROL ACT OF 1976 (REF B) CONTAINS FOUR RELEVANT SPECIFIC 
PROVISIONS REGARDING NATO: 

A. THE PRESIDENT IS AUTHORIZED TO REDUCE OR WAIVE CHARGES 
FOR USE OF USG OWNED PLANT AND PRODUCTION EQUIPMENT AND/OR 
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RECOUPMENT OF RDT&E NONRECURRING COSTS IN THE CASE OF 
PARTICULAR SALES "THAT WOULD SIGNIFICANTLY ADVANCE USG 
INTERESTS IN NATO STANDARDIZATION." SAME AUTHORITY EXTENDS 
TO PARTICULAR CASES (NOT LIMITED TO NATO) "THAT WOULD 
SIGNIFICANTLY ADVANCE FOREIGN PROCUREMENT IN THE UNITED 
STATES UNDER COPRODUCTION ARRANGEMENTS," AECA SECTION 21(E). 

B. THE PRESIDENT IS AUTHORIZED TO ENTER INTO NATO STAND- 
ARDIZATION AGREEMENTS FOR COOPERATIVE TRAINING ON A 
BILATERAL OR MULTILATERAL BASIS IF FINANCIAL PRINCIPLES 
ARE BASED ON RECIPROCITY. DIRECT COSTS MUST BE CHARGED, 

BUT INDIRECT, ADMINISTRATIVE AND CERTAIN BILLETING COSTS 
MAY BE EXCLUDED. AECA SECTION 21(G). 

C. COMMERCIAL TECHNICAL ASSISTANCE OR MANUFACTURING 
LICENSING AGREEMENTS FOR THE MANUFACTURE ABROAD OF SIGNI 
FICANT COMBAT EQUIPMENT MUST BE SUBMITTED TO THE CONGRESS 
PRIOR TO APPROVAL, EXCEPT IN THE CASE OF NATO COUNTRIES, 

AECA SECTION 36(D). 

D. SALES OF "MAJOR DEFENSE EQUIPMENT" COSTING DOLS 25 MIL- 
LION OR MORE MUST BE GOVERNMENT-TO-GOVERNMENT UNDER FOREIGN 
MILITARY SALES PROGRAM, EXCEPT THAT COMMERCIAL SALES OF 
SUCH EQUIPMENT (IN ANY AMOUNT) MAY BE LICENSED TO NATO 
COUNTRIES. AECA SECTION 38(B)(3). 

3. SEVERAL FOREIGN COUNTRIES WHICH HAVE BEEN INFORMED OF 
THE NECESSITY TO SHIFT PURCHASES UNDER CONSIDERATION FROM 
COMMERCIAL TO FMS CHANNELS HAVE BEEN SENSITIVE TO NATO 
EXCEPTION. 
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4. UNDER EXISTING FMS PROGRAM, CONTRARY TO AUSTRALIAN 
UNDERSTANDING, THERE IS NO DIFFERENCE BETWEEN CRITERIA 
APPLIED TO AUSTRALIA AND NATO WITH REGARD TO THE STATUTORY 
REQUIREMENT FOR CONGRESSIONAL REVIEW OF ALL SALES OVER 
DOLS 25 MILLION, AND SALES OF MAJOR DEFENSE EQUIPMENT OVER 
DOLS 7 MILLION, WHICH APPLIES UNIFORMLY TO ALL FOREIGN 
COUNTRIES, AND SUCH SALES TO NATO AND AUSTRALIA ARE 
SUBJECTED TO IDENTICAL CLEARANCE PROCEDURES WITHIN EXECUT- 
IVE BRANCH PRIOR TO SUBMISSION TO THE CONGRESS. 

5. AUSTRALIAN IMPRESSION THAT NATO HAS PREFERRED STATUS 
ON OFFSET ISSUES DOES NOT APPEAR TO HAVE SUBSTANTIAL BASIS 
IN LEGISLATION. IN CONNECTION WITH OFFSET, THE EXECUTIVE 
BRANCH IS CONSIDERING WHETHER TO PROPOSE AGAIN TO THE 
CONGRESS THE ELIMINATION (OR MODIFICATION) BY THE CONGRESS 
OF THE "SPECIALITY METALS" PROVISIONS FROM THE FY 1978 DOD 
APPROPRIATION ACT. THIS WOULD APPLY TO ALL OFFSET AGREE- 
MENTS INCLUDING THOSE WITH THE GOA. WE REALIZE THIS WOULD 
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BE MOST BENEFICIAL IN OBTAINING INCREASED AUSTRALIAN 
INDUSTRIAL PARTICIPATION. 

6. AS A PRACTICAL MATTER, PROVISIONS OF SECTION 21(E)(1) 

(A) HAVE REQUIRED THE COLLECTION FROM SOME NATO PARTNERS 
OF FMS CHARGES FROM WHICH THEY HAD BEEN PREVIOUSLY EXEMPT- 
ED FOR VARIOUS HISTORICAL REASONS. THUS, NET EFFECT TO 

DATE HAS BEEN TO BRING NATO TO PARITY WITH OTHERCUSTOMERS, 
RATHER THAN PREFERENTIAL TREATMENT. 

7. THE SECRETARY OF STATE IS REQUIRED TO REPORT TO THE 
CONGRESS BY NEXT JUNE 30 RECOMMENDATIONS FOR AMENDMENTS 
TO THE ARMS EXPORT CONTROL PROVISIONS OF THE 1976 ACT 
(SECTION 218). THE DESIRABILITY OF REQUESTING CONGRESS TO 
MODIFY THE PRESENT EXCEPTIONS HAS ALSO BEEN RAISED AS A 
QUESTION TO BE ADDRESSED IN THAT CONNECTION, PARTICULARLY 
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WITH REGARD TO SALES TO AUSTRALIA, NEW ZEALAND AND JAPAN. 
HARTMAN 
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